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abstract We apply the resource-based view of the firm to the study of family firms by
investigating how a family specific resource (reciprocal altruism) and a firm specific resource
(innovative capacity) contribute to family firm performance. We then examine how the impact
of these resources is moderated by strategic planning and technological opportunities. Our
findings suggest that family firms can benefit from emphasizing the positive aspects of kinship
and from developing innovative capacities. As such, we demonstrate that not only do firm
specific resources contribute to family firm performance, but also that family relationships can
be a source of competitive advantage for a family firm. In addition, we found a heightened
importance of reciprocal altruism in environments rich in technological opportunities, and that
strategic planning is more important for those family firms that lack innovative capacities.

INTRODUCTION

Family ownership profoundly affects how resources are valued in family firms (Habber-
shon et al., 2003). While family members control the firm’s assets and decision-making,
they also tend to be overly concerned with wealth preservation, thereby inhibiting their
firm’s investment in resources and growth strategies (Carney, 2005). This interaction
between the family and the business may therefore effect how resources are managed
and deployed in family firms. Indeed, applying the resource-based view to the study of
family firms appears to be a fruitful route for furthering our understanding of how the
interplay between the family and the firm affects family firm performance (Nordqvist,
2005). Although previous research has often compared family and non-family businesses,
little research has examined what capabilities distinguish successful family firms from
their less successful counterparts or the positive advantages that family involvement can
have on firm performance (Nordqvist, 2005; Sirmon and Hitt, 2003). This paper aims to
fill this gap by considering how family- and firm-specific resources contribute to family
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firm performance. Such a study is important given that more than 80 per cent of
operating firms and 77 per cent of all new ventures are family businesses (Chua et al.,
2004).

According to the resource-based view (RBV), a competitive advantage often results
from the ambiguity that arises from a firm’s technical complexity and/or its social
complexity (Barney, 1991; Colbert, 2004). In applying the RBV to the study of family
firms, we consider innovative capacity as a technically-based firm-specific resource and
reciprocal altruism as a socially-based family-specific resource that may enhance family
firm performance. Building on the definition of McGrath (McGrath, 2001, p. 118), we
define innovative capacity as the degree to which a firm is committed to finding ‘new
approaches to technologies, businesses, processes or products’. By focusing on innovative
capacity, we are able to isolate the exploration dimension of absorptive capacity in a
resourced-based framework (Cohen and Levinthal, 1989, 1990; Lane et al., 2006;
McGrath, 2001). Specifically, the ability of a firm to foster productive R&D and to create
organizational routines that lead to the discovery of new innovations may be an impor-
tant resource (McGrath, 2001) that distinguishes successful family firms. A better under-
standing of family firms’ innovative capacities is needed given that family firms are often
reluctant to fund innovative ventures (Carney, 2005), since resource deployment deci-
sions are made with the family’s own money (Chrisman et al., 2005b). However, it has
been suggested that family firms must consider investing in innovation if they are to avoid
decline and promote high performance (McCann et al., 2001; Upton et al., 2001; Zahra
et al., 2004). Accordingly, innovative capacity appears to be a particularly potent firm-
specific resource that may significantly distinguish successful family firms from their less
successful counterparts (Gudmundson et al., 2003).

In addition, the family may be a source of competitive advantage in family firms.
Recently researchers have begun to discuss the need for studies that consider how the
family can contribute to a family firm’s competitive advantage (i.e. Habbershon et al.,
2003; Heck, 2004; Kellermanns and Eddleston, 2004; Nordqvist, 2005; Sirmon and
Hitt, 2003). It is believed that stewardship theory may be a promising perspective
(Corbetta and Salvato, 2004) in considering how family interactions can contribute to
family firm success. Specifically, reciprocal altruism may be an important socially-
complex resource that differentiates families that act as stewards of the firm from those
who constrain and diminish their firm’s performance. This is in stark contrast to the vast
amount of agency theory-based studies that have focused on conflict and dysfunctional
behaviours of family members working in family firms (Corbetta and Salvato, 2004;
Nordqvist, 2005).

Our study further explores the moderating influences of strategic planning and tech-
nological opportunities on the degree to which resources are able to contribute to a firm’s
performance. The exploration of contingency effects is key to our understanding of the
RBV in the family firm context given that resources need to be strategically deployed and
leveraged (Chrisman et al., 2003; Sirmon and Hitt, 2003) so as to garner a competitive
advantage. That is, while a family firm’s resource profile may contribute to its perfor-
mance, these resources must be integrated and deployed effectively through strategic
planning to achieve a competitive advantage. Furthermore, while resources are the
essential building blocks of gaining a competitive advantage, they must also be leveraged
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to effectively pursue environmental opportunities (Chrisman et al., 2003). Strategic plan-
ning and environmental opportunities, specifically technological opportunities, may play
a particularly important role in explaining how family- and firm-specific resources
contribute to family firm performance given that only about a third of family firms
possess a strategic plan (MassMutual Financial Group/Raymond Institute American
Family Business Survey, 2003) and family firms tend to be disadvantaged in
technologically-advanced industries (Carney, 2005).

As such, our paper contributes to the literature in three ways. First, we add to the RBV
research by considering contingencies to the resource–performance relationship (Priem
and Butler, 2001) and by demonstrating how employee relationships can be a source of
competitive advantage. Specifically, this paper recognizes that simply possessing an
abundance of resources may not be enough to garner a competitive advantage (Mishina
et al., 2004), moderating factors should also be considered. Second, this paper answers
the call for more research that considers the contributions of both the family and the
business in understanding why some family firms are so successful while the success of
others is often limited in terms of size and scope (Chrisman et al., 2005a; Heck, 2004;
Nordqvist, 2005). In particular, we examine how the family-specific resource reciprocal
altruism and the firm-specific resource innovative capacity contribute to family firm
performance. As such, this is one of the few studies that takes a RBV perspective within
the realm of the family firm, demonstrating the applicability of the RBV to family
businesses. Third, this is one of the first studies to draw from stewardship theory to
explain and empirically test how reciprocal altruism may act as a family-based resource
that contributes to a family firm’s competitive advantage.

We begin by briefly describing the RBV and then discussing innovative capacity and
reciprocal altruism as resources that contribute to a family firm’s performance. We follow
this with a discussion of how strategic planning and technological opportunities are
expected to impact how the resources affect family firm performance. This is followed by
the presentation of our study results and a discussion of their implications.

THE RESOURCE-BASED VIEW OF THE FIRM

According to the resource-based view (RBV), firms can develop unique characteristics
that allow them to gain a sustainable competitive advantage, thus positively affecting
their performance. These firm-specific assets can be both tangible and intangible, but the
key is that they are not available to all firms in the industry. Barney (1991) described four
characteristics of these firm-specific assets: they need to be valuable, rare, not easy to
imitate, and non-substitutable. Grant (1991) further added that the firm should be
capable of organizing itself to exploit these rare and unique assets. Examples of firm-
specific assets include leadership, technology, capital, manufacturing processes, brand
names, databases, patent-protected products, human capital, tacit knowledge, the firm’s
culture, management skills and experience, the set of employees, the founder/owner’s
entrepreneurial abilities and know-how, and a firm’s network of alliances (Greene, 1997;
Hanks et al., 1994).

A further element of the RBV is that resources alone do not confer a competitive
advantage. Firms must also allocate these resources for strategic activities, deploy them
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effectively to obtain a sustainable competitive advantage and accomplish strategic objec-
tives (Collis, 1995). Therefore, to succeed, firms must develop resources that cannot be
easily imitated and are firm-specific, embedded in the organization and non-transferable
(Makadok, 2001).

The importance of the RBV to the field of entrepreneurship (e.g. Alvarez and Barney,
2004; Alvarez and Busenitz, 2001) and to the field of family firms in particular (Hab-
bershon and Williams, 1999; Habbershon et al., 2003; Sirmon and Hitt, 2003) has
recently been emphasized. Resource management poses unique challenges in family
firms (Chrisman et al., 2003; Kellermanns, 2005; Sharma and Manikutty, 2005; Sirmon
and Hitt, 2003). Because family firms often make tradeoffs between economic and
non-economic goals (Chrisman et al., 2003), how resources are evaluated, pursued, built,
leveraged and deployed often varies. Family firms must be able to identify and build
strategic resources that not only exploit their family ties but also are pertinent in today’s
entrepreneurial landscape. Those resources that are technically and/or socially complex
appear to provide the greatest barriers to imitation by competitors (Colbert, 2004).
Indeed, it has been suggested that those family firms that are innovative and possess
internal cohesiveness may enjoy a strategic advantage (Miller et al., 2003, 2008). Accord-
ingly, we have chosen to focus on two resources that may be particularly important to
family firm performance. We first consider the importance of innovative capacity as a
technically-complex resource since family firms are often criticized for failing to invest in
innovation (Morck and Yeung, 2003, 2004) and R&D (Carney, 2005), despite the
importance of innovation in enhancing enterprise competitiveness (Hitt et al., 1998;
Roberts, 1999). We then explore a distinct socially-complex resource that the family
may contribute to performance, reciprocal altruism, given that family relationships that
embody organizational commitment, trust and strong bonds may be a valuable resource
for family firms (Cabrera-Suarez et al., 2001; Kellermanns and Eddleston, 2004; Sirmon
and Hitt, 2003). Indeed, both reciprocal altruism and innovative capacity are subject to
unique influences in family firms (e.g. Corbetta and Salvato, 2004; Gudmundson et al.,
2003). Furthermore, because strategic planning may help a family firm to effectively
integrate and deploy resources (Chrisman et al., 2005b; Sirmon and Hitt, 2003) while
environments rich in technological opportunities may require a firm to possess greater
resources to survive (Shane and Venkataraman, 2000), the role of strategic planning and
technological opportunities is considered.

Innovative Capacity as a Firm-Specific Resource

Many family firms tend to be disadvantaged at developing organizational capabilities
that require extensive investment in R&D and innovation because family firms are either
ill-equipped to build such capabilities or because they are overly concerned with wealth
preservation, and thus, limit their investments (Carney, 2005). Research suggests that
family firms tend to lack innovative capacity since they are more likely to maximize their
profits by investing in political rent-seeking behaviour than in innovation (Ellington
et al., 1996; Morck and Yeung, 2003, 2004). For example, family firms are often criti-
cized for failing to invest in new ventures (Cabrera-Suarez et al., 2001), avoiding risk
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(Morris, 1998) and resisting change (Levinson, 1987). As such, many family firms do not
plan for the future or invest in developing their innovative capacities.

However, innovation and entrepreneurship have been found to be important factors
that contribute to firm success (Hadjimanolis, 2000; Verhees and Meulenberg, 2004;
Zahra et al., 2000). In line with the RBV, the continuous investment in innovation helps
firms to create the ambiguity and barriers to imitation that are necessary to create a
competitive advantage (Reed and DeFillippi, 1990). Innovative capacity is important for
organizational learning and the exploration process which can enhance firm growth and
organizational renewal (McGrath, 2001). Further, it has been shown that greater invest-
ment in innovation can lead to a sustainable competitive advantage (Roberts, 1999).

Indeed, studies suggest that those family firms that invest in innovation tend to have
the greatest potential for high performance and growth (Gudmundson et al., 2003;
Lee et al., 2001; McCann et al., 2001). Innovative capacity may help family firms to
strengthen their market position over time by helping them to adapt, and even to initiate,
changes in their markets and industry (McGrath, 2001; Meyer and Zucker, 1989). Thus,
innovative capacity may be a particularly important resource that contributes to family
firm success since it fosters entrepreneurial activities that can increase firm distinctiveness
and profitability (McGrath, 2001; Zahra et al., 2004). In contrast, those family firms that
fail to develop innovative capacities may eventually become misaligned with the evolving
needs of their customers, losing market share to competitors (McGrath, 2001; Meyer and
Zucker, 1989). Accordingly, we hypothesize a positive association between innovative
capacity and financial performance of family firms:

Hypothesis 1: Innovative capacity is positively related to family firm performance.

Reciprocal Altruism as a Family-Specific Resource

Although most family firm research that considers family relationships is often rooted in
agency theory and focuses on the dysfunctional behaviours of family members (Corbetta
and Salvato, 2004; Nordqvist, 2005), recently there has been a call for research that
utilizes a conceptual lens that is more in line with the human assumptions of the family
and includes pro-organizational behaviours (Corbetta and Salvato, 2004). Specifically, it
has been proposed that stewardship theory may be a particularly suitable vantage point
in viewing family involvement as an advantage that maximizes the performance of the
firm (Corbetta and Salvato, 2004). Stewardship theory draws from the assumptions of
McGregor’s (1960) classic Theory Y which views employees as being active, intrinsically
motivated and as having a high capacity for assuming responsibility (Tosi et al., 2003). In
this way, employees are seen as stewards of the firm who are not motivated by individual
goals, but rather, whose interests are aligned with those of the organization (Davis et al.,
1997). Stewardship theory proposes that stewards maximize their own utility by acting in
their organization’s best interest to attain the goals of the organization, such as sales
growth and profitability (Davis et al., 1997). This view of human nature is in stark
contrast to that of agency theory, which is reflected in McGregor’s (1960) Theory X and
is based on the assumption that employees are passive, lazy, not intrinsically motivated
to work and opportunistic (Tosi et al., 2003).
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In particular, according to stewardship theory of the family firm (Corbetta and Salvato,
2004), reciprocal altruism may explain why in some family firms members are able to
successfully work together and run a business while in others, family members are laden
with animosity and feelings of entitlement that lead to deteriorating performance (Keller-
manns and Eddleston, 2004). The assumption of reciprocal altruism in the stewardship
framework ‘is that of unselfish concern and devotion to others without expected return
. . . whose primary effect is a strong sense of identification and high value commitment
towards the firm’ (Corbetta and Salvato, 2004, p. 358). Altruism is expected to reinforce
family members’ interdependence and to encourage them to place the firm’s objectives
ahead of their own (Zahra, 2003). This is quite different from the asymmetrical-type of
altruism adopted by economic and agency theories (Corbetta and Salvato, 2004), that
often focuses on how altruism affects the parent–child relationship and compels parents to
be overly generous towards their children, thereby encouraging children to free ride, shirk
and remain dependent upon their parents (Schulze et al., 2002, 2003b).

As such, in line with stewardship theory, we focus on the reciprocal aspect of altruism
that can embody the family unit and characterize a family firm’s culture. Following from
stewardship theory (Davis et al., 1997), altruistic families are characterized as possessing
collectivistic orientations that encourage family members to exercise self-restraint, dem-
onstrate helping behaviours, and to consider the effect of their actions on the firm
(Kellermanns and Eddleston, 2004). Indeed, altruism has been linked with positive
discretionary behaviours similar to organizational citizenship, but with greater focus on
interdependence and reciprocal helping behaviours (Stamper and Masterson, 2002). In
altruistic family firms members are highly dedicated to the firm and members believe
that they have a common family responsibility to see the business prosper (Cabrera-
Suarez et al., 2001) and to work towards improving the firm’s competitive position
(Zahra, 2003). This depiction of the family supports recent arguments that productive
family relationships can be a source of competitive advantage for family firms (Cabrera-
Suarez et al., 2001; Habbershon et al., 2003; Sirmon and Hitt, 2003). Therefore, our
view of altruism, which we will refer to as reciprocal altruism for clarity purposes, focuses
specifically on how family members can act as stewards of the firm, thereby contributing
to their firm’s performance.

However, the degree of reciprocal altruism varies greatly among families; that is,
family members differ in their level of dedication to the business and the degree to which
they believe that they have a common family responsibility to see the business prosper
(Cabrera-Suarez et al., 2001; Kellermanns and Eddleston, 2004; Kepner, 1991). While
many family firms are plagued with interpersonal problems and conflict among family
members (Danes et al., 1999; Sorenson, 1999), those families that are able to foster a
culture of reciprocal altruism and thereby instil loyalty, interdependence and commit-
ment to their firm’s prosperity (Ward, 1987) may be seen as building a constructive,
socially-embedded resource that is strategically important to their firm’s success (Colbert,
2004). According to recent RBV research, human resources that are a product of
complex social structures built over time are the most valuable and most difficult to
imitate (e.g. Colbert, 2004; Hatch and Dyer, 2004). This conceptualization of family
involvement as a potential resource to the family firm is in accordance with the work of
Habbershon and Williams (1999) and Habbershon et al. (2003) which argues that the
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confluence of the family and the business can lead to a competitive advantage when
it is ‘unique, inseparable and synergistic’ and becomes a ‘hard to duplicate’ capability
(Nordqvist, 2005, p. 287). This leads to the following hypothesis.

Hypothesis 2: Reciprocal altruism is positively related to family firm performance.

The Need for Strategic Planning

While resources are important to a firm’s performance, according to the RBV, whether
an organization gains a competitive advantage and the associated returns, depends on
the strategic planning used to leverage those resources (Barney and McEwing, 1996;
Chrisman et al., 2003; McGrath and MacMillan, 2000). Strategic planning helps a firm
to properly exploit its resources, thereby improving its performance (Hamel and Pra-
halad, 1989). As such, family firms must manage their resources effectively and partici-
pate in strategic planning in order to successfully compete in increasingly competitive
environments (Sirmon and Hitt, 2003). By combining the RBV with the study of family
firms, we see the unique characteristics of a family firm as a bundle of resources that,
when strategically managed, can contribute to family firm performance. Therefore, a
family firm’s level of strategic planning may impact the degree to which innovative
capacity and reciprocal altruism have a positive effect on performance.

Specifically, strategic planning may heighten the positive effects of innovative capacity
on family firm performance because strategic planning helps firms to better assess how
resources should be dedicated for greater innovation and risk-taking (Thomke and
Kuemmerle, 2002; Zahra et al., 2004). That is, greater strategic planning should assist
firms in better integrating and deploying their resources so as to achieve a competitive
advantage (Ketokivi and Castaner, 2004). For example, research suggests that an orga-
nization’s ability to strategically manage its innovative capacity is positively related to
product development and the organization’s subsequent performance (Deeds et al.,
1998). Strategic planning may therefore improve the resource allocation decisions of
family firms by contributing to their ability to quickly pursue opportunities and to gain
market prominence (Chrisman et al., 2005a). Indeed, research suggests that for family
firms to prosper from their innovative capacities they need to invest in formal strategic
processes (McCann et al., 2001). Without strategic planning, family firms may fail to fully
capitalize on their innovative capacities, leading to lost opportunities and wasted
resources. Thus, strategic planning is expected to increase the positive performance
effects attributed to innovative capacity in family firms.

Hypothesis 3a: Strategic planning moderates the relationship between innovative
capacity and family firm performance. Specifically, the strength of the positive rela-
tionship between innovative capacity and performance is greater when there is a high
level of strategic planning.

Reciprocal altruism in the stewardship framework is similar to the concept of psycho-
logical ownership in that it is associated with a ‘strong sense of identification and high
value commitment towards the firm’ (Corbetta and Salvato, 2004, p. 358). Stewards
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believe that by working towards organizational goals their personal needs will also be met
(Davis et al., 1997). As such, strategic planning may help to channel family members’
altruistic and helping behaviours towards accomplishing family firm goals. For example,
the discussion of each family member’s abilities and how they should be effectively
deployed to accomplish firm goals is of the utmost importance to family firm success and
survival (Kellermanns and Eddleston, 2004). In contrast, when family firms do not
possess strategic plans, family members may not know how to prioritize their efforts or
how best to contribute to the firm. Therefore, strategic planning may help leverage the
reciprocal altruism of family members by making apparent the goals of the firm so as to
direct family members’ efforts where they are most needed to maximize firm perfor-
mance. Formally stated,

Hypothesis 3b: Strategic planning moderates the relationship between reciprocal altru-
ism and family firm performance. Specifically, the strength of the positive relationship
between reciprocal altruism and performance is greater when there is a high level of
strategic planning.

Technological Opportunities

The technological opportunities of a firm’s environment reflect the extent to which a firm
believes that its primary industry offers major opportunities for growth and technological
change (Zahra, 1996). While environments low in technological opportunities are often
limited in their growth potential and R&D investments (Zahra, 1996), those that are rich
in technological opportunities are typically associated with rapidly changing customer
mix and customer needs, a rapid pace of new product entry, volatility in the entry and
exit of industry competitors, and radical shifts in market share ( Jaworski and Kohli,
1993). Due to this market turbulence, there is little time to react, resource needs can
change quickly, and technologies underlying products can become suddenly obsolete
(Covin and Slevin, 1989). Accordingly, technological opportunities may affect the degree
to which resources contribute to a firm’s performance because changes in a firm’s
environment can either render existing resources obsolete or they can present a firm with
market opportunities (Bloodgood and Morrow, 2003).

As such, environments rich in technological opportunities require a continuous invest-
ment in a firm’s competencies in order to differentiate themselves from their competitors
(D’Aveni, 1994; Floyd and Lane, 2000). Specifically, firms operating in environments rich
in technological opportunities may need greater resources in order to exploit market
opportunities (Shane and Venkataraman, 2000). Innovative capacity may be a particu-
larly important resource in maintaining a competitive position in rapidly changing
environments (Bharadwaj, 2000; McGrath, 2001) since it fosters venturing activities and
innovation (Sirmon and Hitt, 2003). Innovative capacity allows organizations to differen-
tiate themselves from the competition and to create a competitive advantage. For
example, high performing family firms tend to be proactive and innovative while poor
performing firms tend to react to events in their environments by avoiding risk and limiting
their investment in innovation (Upton et al., 2001). Furthermore, in environments rich in
technological opportunities innovative capacity may be essential since competitive advan-
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tages in these environments are short-lived (Covin and Slevin, 1989; Zahra, 1996).
Accordingly, a high level of innovative capacity may help family firms to take advantage
of technological opportunities in their environments while those family firms that lack
innovative capacity may be unable to respond to such technological changes.

Hypothesis 4a: Technological opportunities moderate the relationship between inno-
vative capacity and family firm performance. Specifically, the strength of the positive
relationship between innovative capacity and performance is greater in environments
rich in technological opportunities.

We further argue that in environments rich in technological opportunities a steward-
ship philosophy towards management, which encourages a collectivistic, trustworthy and
pro-organizational culture, may be most effective (Davis et al., 1997). Communication,
rapid decision-making (Eisenhardt, 1989; Gilley et al., 2004), flexibility (Gilley et al.,
2004) and the willingness of employees to perform a variety of tasks (Lepak et al., 2003)
are needed to survive in fast-paced, rapidly changing environments. Because reciprocal
altruism facilitates communication and decision-making (Gersick et al., 1997) and is
associated with cooperation, information exchange (Daily and Dollinger, 1992) and
commitment (Kellermanns and Eddleston, 2004), reciprocal altruism may help family
firms to compete in environments rich in technological opportunities. Indeed, family
firms that encourage cooperation and collaboration may be best able to respond to
environmental opportunities and changes (Zahra et al., 2004). In an uncertain and
turbulent environment, trust and shared responsibility are necessary to adapt to envi-
ronmental changes and to exploit opportunities as they arise (Davis et al., 1997), since
trusting relationships help to ensure that sufficient amounts of credible information are
shared and that the decision making process is accelerated (Eisenhardt, 1989; Talaulicar
et al., 2005). In comparison, firms that lack reciprocal altruism may not possess the
collectivistic and collaborative behaviours that are necessary to rapidly and effectively
respond to technological changes and environmental opportunities (Zahra et al., 2004).
Accordingly, a family firm with a high level of reciprocal altruism may be better able to
compete in environments rich in technological opportunities.

Hypothesis 4b: Technological opportunities moderate the relationship between recip-
rocal altruism and family firm performance. Specifically, the strength of the positive
relationship between reciprocal altruism and performance is greater in environments
rich in technological opportunities.

Figure 1 summarizes our hypotheses and the postulated relationships between
resources, moderating factors and performance.

METHODOLOGY

Sample

Data for the study were collected using a questionnaire survey, which is consistent with
studies investigating family firms (e.g. Chrisman et al., 2002; Schulze et al., 2003a). A
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mailing list of 232 privately held family businesses was obtained from the family business
centres and associated contacts at two universities in the northeastern USA. For the
purposes of this study, family businesses were defined as those in which ownership lies
within the family and at least two family members are employed by the business. In order
to employ a top management team approach to the analysis of the study, each family firm
was mailed a packet consisting of five questionnaires to distribute to key family members
working in the business. We sought multiple respondents from each family firm because
consensus among several stakeholders in the family firm would aid in the representative-
ness of our results for family businesses (Chua et al., 1999; Sharma et al., 2003). Further-
more, the aggregation of data would help to minimize the impact of individual differences
in perception within each firm so as to form a more objective estimate of a firm’s attributes
and performance (Simons and Peterson, 2000). Self-addressed envelopes were included
with each survey to ensure anonymity. The questionnaires were numbered and later
matched per family firm so that the data could be aggregated to the group level. There
were 126 questionnaires returned, resulting in 74 family firms and a 32 per cent response
rate. The employment size for non-family employees of these firms ranged from 2 to 545
with an average size of 97 and a median of 44.

While half of the firms in our sample had multiple family members who responded to
the survey, in the other 37 firms only one top management family member responded,
most often the CEO. In top management team research the CEO is considered a reliable
key informant who minimizes the informational and motivational biases which are
associated with multiple organizational levels (Glick et al., 1990). To examine if we could
combine single respondent firms with those with multiple respondents we calculated the
rwgs for multiple respondent firms according to James et al. (1984), which showed that the
individual responses could be considered interchangeable (Bliese, 2000) (rwg–Reciprocal Altruism

= 0.79, rwg–Innovative Capacity = 0.87, rwg–Technological Opportunities = 0.86, rwg–Strategic Planning = 0.87,
rwg–Performance = 0.90). That is, the rwgs indicated that the CEOs provided similar ratings to
non-CEOs. Therefore, we decided to include both single and multiple respondent firms
in our analyses.

Reciprocal
Altruism

Innovative
Capacity

Performance

H1

H2

H3a    H3b 

Strategic
Planning

Technological
Opportunities

H4a      H4b 

Figure 1. Resources and family firm performance
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Furthermore, in order to assess potential non-response bias, we tested for differences
between early and late respondents. The literature suggests that late respondents are
more similar to non-respondents (Kanuk and Berenson, 1975; Oppenheim, 1966). An
ANOVA between early and late respondents can therefore be helpful in testing for
non-response bias when data from non-respondents is unavailable (for a recent example,
see Chrisman et al., 2005c). We therefore divided our data into early and late respon-
dents depending on when the questionnaires were received. We did not discover any
statistically significant differences between the two groups; therefore non-response bias
does not appear to pose a problem to our study.

Although we only found moderate levels of correlations between our variables, we
centred the variables (Cronbach, 1987) and calculated the variance inflation factors (all
<2.331) and the condition indices (all <5.723) to check for multicollinearity. All indices
were below the suggested warning level (Hair et al., 1998); thus, multicollinearity was not
a concern.

Lastly, we tested for common method bias as suggested by Podsakoff and Organ
(1986). We entered the items of the independent, moderator and control variables into
a factor analysis and extracted five factors with eigenvalues >1.0, which accounted for
79 per cent of the variance. The first factor accounted for 32 per cent of the variance,
while the remaining factors accounted for 47 per cent of the variance. We concluded
that common method bias was not a problem in the current study since no single
factor accounted for the majority of the variance and the individual factors separated
cleanly.

Measures

This study was designed to determine if innovative capacity and reciprocal altruism
impact organizational performance under the consideration of strategic planning and
technological opportunities as moderators. The data was screened with the help of the
Kolmogrov–Smirnow test to ensure normality and screened for outliers in the sample
using Mahalanobis distance measures. Necessary transformations are noted in the sub-
sequent paragraphs. All constructs were measured using Likert-type scales with a seven-
point response format anchored by ‘strongly disagree’ to ‘strongly agree’ unless otherwise
noted.

Reciprocal Altruism

We measured reciprocal altruism among family members based on a scale developed by
Becker and Vance (1993). Four items were adapted to focus on altruism in the family
firm context. Respondents indicated level of agreement or disagreement to the following
items: ‘Family members often help other family members with their work when they are
absent’, ‘Family members often volunteer to do things for the firm that is not required of
them’, ‘Family members often assist other family members with their work’ and ‘Family
members often help other family members who have heavy work-loads’. The four items
were averaged to create a final score. The Cronbach alpha for the scale was 0.90.
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Innovative Capacity

In order to assess the level of innovative capacity within a family firm, we asked
respondents to indicate their level of agreement to three items modified from scales
developed by Miller (1983) and Zahra (1996). The respondents were asked to indicate
their level of agreement to the following items: ‘Over the past three years, our firm has
spent heavily (well above our industry average) on research and development’, ‘Over
the past three years, our firm has pioneered the development of breakthrough inno-
vations in its industry’ and ‘Our firm has shown a strong commitment to research and
development, technological leadership and innovation’. The alpha for this scale was
0.83.

Strategic Planning

We measured strategic planning in family firms by modifying a scale by Gould (1979).
The three items were reworded to reflect strategic planning in the corporate setting and
improved on previous studies, which used single item scales (e.g. Schulze et al., 2001).
Items included were: ‘We have a strategy for achieving our business goals’, ‘We have a
plan for our business’ and ‘We know what we need to do to reach our business goals’. An
alpha of 0.87 was observed.

Technological Opportunities

We captured technological opportunities of a firm’s environment by utilizing four items
used by Zahra (1996). We asked the respondents to respond to the following items:
‘Opportunities for product innovation are abundant in our major industry’, ‘Opportu-
nities for technological innovation are abundant in our industry’, ‘Opportunities for
major technological breakthroughs are abundant in our major industry’ and ‘Spending
on research and development is higher in our major industry than in most industries’.
The alpha for the scale was 0.83.

Performance

We asked eight performance related questions regarding growth in sales, growth in
market share, growth in employees, growth in profitability, return on equity, return on
total assets, profit margin on sales and the ability to fund growth from profits. A
multitude of performance indicators was warranted due to the underlying multi-
dimensionality of the performance construct (e.g. Cameron, 1978) and due to the need
to achieve a reliable subjective performance measure. A subjective assessment of perfor-
mance in family firms is common since respondents are very unlikely to report objective
data often because the firms are not publicly traded (Love et al., 2002). Subjective
measures have been shown to correlate highly with objective performance data (Dess and
Robinson, 1984; Love et al., 2002; Venkatraman and Ramanujam, 1987). Specifically,
respondents were asked to indicate if their current performance and past performance
were much worse, about the same or higher than their competitors in terms of each of
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the indicators of performance, thus indirectly controlling for industry influences in the
performance measure. The individual scores were then added to form an overall per-
formance score (e.g. Dess and Robinson, 1984; Love et al., 2002). Higher values connote
better performance. The alpha for the performance measure was 0.89.

Control variable

Since it has been argued that differences in size can affect the relationships under study
(e.g. Chrisman et al., 2004; Cockburn et al., 2000; Schulze et al., 2003a), we used the
logarithm of number of employees to control for firm size. A transformation was neces-
sary to achieve normal distribution.

RESULTS

The means, standard deviations, and zero-order correlations are shown in Table I. The
hypotheses proposed in the research model were tested using multiple regression analy-
sis. Results are presented in Table II. In model one, the control for size was entered,
however, it was not significantly related to family firm performance. In order to test
Hypotheses 1 and 2, we entered both independent variables in the second model. A
significant change in R2 was observed (DR2 = 0.20, p < 0.001), and innovative capacity
(b = 0.25, p < 0.05) and reciprocal altruism (b = 0.34, p < 0.01) were found to have a
significant positive affect on family firm performance.

In order to test the hypothesized moderation effects, we first entered the moderators
independently in Model 3 and then entered the four interaction terms in Model 4. In
Model 4, a significant change in R2 was observed (DR2 = 0.12, p < 0.05). Hypothesis 3a
proposed that strategic planning would moderate the relationship between innovative
capacity and family firm performance. As Table II, Model 4 demonstrates, a significant
interaction was found between strategic planning and innovative capacity (b = -0.45,

Table I. Descriptive statistics and correlations

Variables Mean SD 1 2 3 4 5

1. Size (employees)1 3.45 1.70
2. Reciprocal Altruism 20.83 4.68 -0.05
3. Innovative Capacity 8.34 4.33 0.16 0.14
4. Strategic Planning 15.24 3.58 0.01 0.45** 0.24*
5. Technological

Opportunities
13.17 5.09 0.17 0.17 0.42*** 0.22†

6. Organizational
Performance

17.53 3.39 -0.05 0.32** 0.27* 0.26* 0.01

Notes:
1 logarithmized.
N = 74, † p < 0.10: * p < 0.05; ** p < 0.01; *** p < 0.001.
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p < 0.01). Hypothesis 3b, which hypothesized that strategic planning would moderate
the relationship between reciprocal altruism and family firm performance was not
supported (b = 0.09, n.s.). Hypothesis 4a argued that technological opportunities would
moderate the relationship between innovative capacity and family firm performance.
Although the relationship approached marginal significance, the hypothesis could not be
supported (b = 0.20, p = 0.12). However, Hypothesis 4b, which argued that technologi-
cal opportunities would moderate the relationship between reciprocal altruism and
family firm performance, was supported. A significant interaction was observed between
technological opportunities and reciprocal altruism (b = 0.22, p < 0.05).

To facilitate the interpretation of the moderation effects, the significant interactions
were plotted in Figures 2 and 3. The interaction between strategic planning and inno-
vative capacity in Figure 2 shows that in family firms with low levels of strategic planning,
there is a strong positive relationship between innovative capacity and performance.
However, in family firms with high levels of strategic planning, there is a negative but
weak relationship between innovative capacity and performance. In fact, the plotted
interaction demonstrates that family firms with high levels of innovative capacity and low
levels of strategic planning outperform those family firms with much strategic planning,
regardless of their level of innovative capacity. Therefore, although we did find strategic
planning to significantly moderate the relationship between innovative capacity and

Table II. Multiple regression analysis; dependent variable: organizational performancea

Model 1 Model 2 Model 3 Model 4

Step 1: Controls

Firm size (employees)1 -0.04 -0.06 -0.05 -0.01

Step 2: Main effects

Reciprocal Altruism 0.34** 0.27* 0.15
Innovative Capacity 0.25* 0.25* 0.30**

Step 3: Moderators

Strategic Planning 0.21† 0.20†

Technological Opportunities 0.02 -0.08

Step 4: Interaction effect

Strategic Planning ¥ Reciprocal Altruism 0.09
Strategic Planning ¥ Innovative Capacity -0.45**
Technological Opportunities ¥ Reciprocal Altruism 0.22*
Technological Opportunities ¥ Innovative Capacity 0.20

Change in R2 0.00 0.20*** 0.04 0.12*
R2 0.00 0.20 0.25 0.36
Adjusted R2 -0.01 0.17 0.19 0.28
F 0.11 50.96*** 40.42** 40.07***

Notes:
a Regression coefficients are reported as betas.
1 logarithmized.
N = 74, † p < 0.10: * p < 0.05; ** p < 0.01; *** p < 0.001.
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performance, the direction of the relationship was the reverse of that hypothesized and
therefore Hypothesis 3a was not supported.

The second significant interaction effect between technological opportunities and
reciprocal altruism is displayed in Figure 3. The interaction shows that in environments
that lack technological opportunities, reciprocal altruism has little effect on performance.
However, when the environment is rich in technological opportunities a higher level of
reciprocal altruism is associated with stronger family firm performance. These findings
support Hypothesis 4b.

DISCUSSION AND IMPLICATIONS FOR FUTURE RESEARCH

While the literature often criticizes family firms for their lack of innovation (i.e. Cabrera-
Suarez et al., 2001; Carney, 2005; Ward, 1987) and dysfunctional family relationships
(i.e. Danes et al., 1999; Kellermanns and Eddleston, 2004; Sorenson, 1999), our study
demonstrates that family firms that invest in their innovative capacity and foster altruistic
family relationships are able to build a competitive advantage. In line with the RBV,
firms with abundant resources that arise from technical and/or social complexity appear
to be the most successful (Barney, 1991; Colbert, 2004). Thus it seems that both family-
and firm-specific resources distinguish successful family firms from their less successful
counterparts. Accordingly, our study adds to our understanding of the RBV and the
family firm, and how family relationships, specifically those that support altruistic and
stewardship behaviours, can be a source of competitive advantage. Our study is one of
the first to explicitly investigate the importance of innovative capacity in family firms (for
an earlier study see Gudmundson et al., 2003) and to draw from stewardship theory to
investigate reciprocal altruism in family firms. Building on our findings, future research
should consider how other family- and firm-specific resources that are technically and/or
socially complex contribute to family firm success and survival.

In addition, our study adds to research on strategic management in family firms.
Indeed, strategic management has been identified as an under-researched area in the
family firm realm (Ward and Handy, 1988; Wortman, 1994). While previous research
often focuses on family firms’ reluctance to strategically plan for their futures (i.e.
MassMutual Financial Group/Raymond Institute American Family Business Survey,
2003; Ward and Handy, 1988), our study focuses instead on how strategic planning can
enhance the performance of family firms.

Furthermore, our study shows that the relationship between innovative capacity and
strategic planning is complex. Contrary to our hypothesis, family firms rich in innovative
capacity were found to experience slightly lower performance when they had high levels
of strategic planning, as opposed to when they had low levels of strategic planning. One
could speculate that family firms that strongly emphasize both innovative capacity and
strategic planning are more likely to restrict their organizational choices (i.e. ‘put all
of their eggs in one basket’) or to create breakthrough innovations that do not gain
mainstream market acceptance, thus hurting their performance. Alternatively, one could
argue that the organizational context plays an important role in explaining our findings.
Organizations in dynamic environments may not have the time to engage in extensive
strategic planning; in dynamic environments, extensive strategic planning may even be
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a waste of resources, more emphasis may be needed on innovation. In comparison, in
stable environments, strategic planning may be more important than innovation. Future
research is necessary to clarify these findings.

Another avenue for future studies should be aimed at unravelling our complex findings
concerning technological opportunities. While reciprocal altruism was found to be a
positive resource in environments with a high level of technological opportunities,
innovative capacity did not seem to matter in such environments. Perhaps innovative
capacity can enhance a family firm’s ability to successfully compete in any environment,
as suggested by the significant main effect of innovative capacity on performance. Our
finding that reciprocal altruism is more positively associated with family firm perfor-
mance in environments rich in technological opportunities emphasizes that today’s
competitive landscape requires collectivistic and cooperative firm cultures (Davis et al.,
1997). This finding is important to the family firm literature because it suggests that the
family business can compete in technologically rich environments and that the family can
be an important resource in such environments. Accordingly, future research should
further investigate how other family-specific resources can enhance family firm perfor-
mance in technologically rich environments. Understanding how the family can act as a
resource and when such family-based resources are most critical to family firm success is
of the utmost importance.

Family firms are often advised to move to professional management as soon as possible
(Levinson, 1971). A common reason for this is that family firms may let family ties get in
the way of becoming efficient. This study suggests that family ties can be a valuable
intangible resource in helping the family firm develop a competitive advantage. However,
the firm must monitor family ties and family conflict (Kellermanns and Eddleston, 2004),
seeking to develop beneficial family relationships that can contribute to family firm
performance. Importantly, this study showed that the performance of family firms cannot
be fully understood without taking into account the psychodynamic effects of family
relationships. Thus, our study shows a specific family resource, reciprocal altruism, which
helps family firms to succeed. As such, this study demonstrates that family relationships are
significantly tied to a family firm’s performance. Our findings also suggest from the
resource-based perspective that the inclusion of other family-specific resources may
provide fruitful avenues for future studies that are aimed at helping family firms under-
stand the unique resource that effective family relationships can provide.

Limitations and Implications for Theory and Practice

Before discussing the implications of our findings, a few limitations of our study should
be noted. Prior research has identified multiple characteristics that can distinguish family
firms and the influence of the family on the firm (e.g. Gersick et al., 1997; Klein et al.,
2005; Sharma, 2003; Sharma and Manikutty, 2005; Westheard and Cowling, 1998). For
example, Gersick et al. (1997) discuss the evolution of family firms by distinguishing
between controlling-owner, sibling partnerships and cousin consortium family firms.
Although many studies on family firms do not differentiate between the different types or
structures of family firms (e.g. Chrisman et al., 2004; Chua et al., 2004; Schulze et al.,

K. A. Eddleston et al.42

© Blackwell Publishing Ltd 2007



2003a), future research may want to investigate if different degrees of family involvement
or family firm structures impact the observed relationships.

Because our research design is cross-sectional, we cannot deduce causal relationships.
Clearly there are likely to be additional and important insights from future longitudinal
studies. Similarly, since the variables were measured at the same time from the same
source, common method variance cannot be fully ruled out. However, our results from the
single factor test (Podsakoff and Organ, 1986) reduced this potential concern, consistent
with other research that has concluded that while bias may be present, it may not always
significantly affect results or conclusions (Doty and Glick, 1998; Spector and Brannick,
1995). Furthermore, after performing an extensive Monte Carlo study examining whether
or not method variance might generate artifactual interactions, Evans (1985) concluded
that artifactual interactions are difficult to create; true interactions can only be attenuated.

In addition, we relied on self-reported data to assess performance. Whereas objective
performance measures would have been desirable, because the family firms in our
sample were not publicly traded, this data was not available. However, Brush and
Vanderwerf (1992) have suggested that self-reported performance data is correlated with
objective performance. Indeed, our performance measure has often been employed in
the literature and has been shown to be strongly related to objective performance data
(e.g. Dess and Robinson, 1984; Love et al., 2002). Furthermore, our performance
measure may have two distinct strengths. First, our measure indirectly controlled for
industry effects and distortions from rent appropriation (cf. Coff, 1999). Second, our
measure appears to be in line with Boyd et al.’s (2004) call for strategic management
research to use scales with multiple indicators to ensure the high reliability of measures.
While our innovative capacity and technological opportunities measures also indirectly
controlled for industry effects and were assessed using multi-item measures, an addi-
tional, more direct assessment of performance and industry effects would have been
desirable and should be included in future research. Our research design would have
been strengthened by including an additional dependent variable from a secondary
source as well as alternative performance measures specifically tailored to innovation.

We also need to mention potential concerns regarding our sample size. We had 74
family firms participate in our study. This sample size raises concerns about statistical
power and increases the possibilities of a Type II error, i.e. incorrectly sustaining the null
hypothesis (Mazen et al., 1987). While we found support for our main effects, we only
found support for two out of four of our moderating hypotheses. It is therefore possible
that we may have rejected a hypothesis due to low power (Aguinis, 1995). For example,
the interaction between technological opportunities and innovative capacity approached
marginal significance. However, the fact that we were able to find two significant
moderating influences in our small sample suggests that at least moderate effect sizes are
present (Aguinis, 1995). Future research is encouraged to replicate our findings.

Turning to the implications of this paper, our study contributes to the RBV of family
firms by demonstrating that both family- and firm-specific resources contribute to family
firm performance. Identifying reciprocal altruism as a family-specific resource demon-
strates the positive impact that family involvement can have on a business and lends
empirical support to the contention that human capital is the most important resource to
a family firm (Sirmon and Hitt, 2003). Our results also suggest that relationships between
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employees that can be characterized as stewardship-like and altruistic may constitute an
important socially-complex resource that should be considered in future RBV research;
such relationships may also be beneficial in non-family firms.

Furthermore, in line with research on strategic entrepreneurship that has argued that
innovation is critical for firms to compete effectively (Hitt et al., 1998; Roberts, 1999),
our study demonstrates that in order for family firms to succeed, they too must invest in
their innovative capacity. Certainly more research should investigate other family- and
firm-specific resources that may help family firms create a competitive advantage.

Our study extends the RBV by showing that strategic planning and the environment,
i.e. technological opportunities, influence the relationship between resources and per-
formance. As such, our study contributes to the RBV by considering contingencies in the
resource–performance relationship, as called for in earlier research (e.g. Priem and
Butler, 2001). Further, the finding that the relationships between performance and our
technically (innovative capacity) and socially (reciprocal altruism) complex resources was
affected by different moderators may be of interest to RBV researchers as they seek to
understand how resources contribute to a firm’s competitive advantage.

Recently, an argument regarding the contribution of Penrose to the RBV has surfaced
(Kor and Mahoney, 2004; Lockett and Thompson, 2004; Rugman and Verbeke, 2002,
2004). While our paper does not directly address these arguments, it does offer a
potentially new discussion stream pertaining to the applicability of Penrose’s insights and
the applicability of RBV in general to the realm of family firms. With Penrose’s view of
RBV concentrating on the quest for profitability and growth (Lockett and Thompson,
2004; Penrose, 1959) and RBV research often focusing on the importance of a sustain-
able competitive advantage, an interesting conundrum for the context of family firms is
revealed. While family firms strive for cross-generational sustainability, family firms also
pursue non-economic goals such as family harmony and the inclusion of family members
(Lee and Rogoff, 1996; Sharma et al., 1997). Therefore, economic value creation and a
sustainable competitive advantage may not be the exclusive focus in family firms and
may call the normative implications of the RBV into question. However, other insights
from Penrose are clearly reflected in our findings. Indeed, Penrose and others have
highlighted the importance of managing resources over the possession of resources as
well as the importance of interpersonal relationships and interactions amongst managers
(e.g. Kor and Mahoney, 2004; Penrose, 1959). Thus, future research may want to
investigate the boundaries of the RBV and Penrose’s specific insights pertaining to their
application to the realm of family firms.

Our findings also have important implications for practice. Results from this study
suggest that a family firm which possesses an organizational culture that promotes
stewardship and altruistic behaviours may be able to accrue a competitive advantage.
Family firms should therefore encourage altruistic behaviours by family members. For
example, training family members to act as a team and to anticipate the needs of
co-workers, while also learning how such collectivistic attitudes can benefit the firm as
well as the family should foster feelings of psychological ownership and stewardship
behaviours. Encouraging cross-training among family members may also increase their
ability to help overwhelmed family members with their work. Furthermore, when tasks
are accomplished due to the altruistic behaviours of family members, those family
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members should be recognized. However, while such recognition might provide positive
reinforcement of the beneficial behaviour, we need to caution practitioners that recip-
rocal altruism is not easily generated, and if rewards become an expected response to
altruistic behaviours, then the family will essentially lose the benefits of reciprocal
altruism. Indeed, if a strong control system were to be implemented to enforce altruistic
behaviours, the potential benefits of the altruistic behaviour, i.e. helping behaviours
without expected return, would be lost and one would assume agency- rather than
stewardship-based relationships. Rather, the aim should be to foster an organizational
culture that supports reciprocal altruism as opposed to asymmetrical altruism, which
consistently benefits some at the expense of others.

In addition, family firms operating in environments rich in technological opportunities
should be particularly sensitive to the organizational cultures that they possess since
altruistic relationships appear to be beneficial in such environments. Further, family
firms are advised to give special consideration to developing and managing their ability
to innovate because higher levels of innovative capacity were found to differentiate
successful family firms from their less successful counterparts. From a practical stand-
point this suggests that family firms should focus on developing their innovative capacity
by encouraging both family and non-family members to become actively involved in the
innovation process. Individuals who may have the requisite technical background,
should deepen their roles in technology development and gain more experience and
knowledge in conducting research and development. Indeed, general R&D expenditures
should be emphasized, new sources of knowledge explored, and new employees with
relevant and significant R&D experience should be recruited. In contrast, for those
family firms that do not have the ability to strengthen their innovative capacity in the
short run, particular attention should be paid to increasing their strategic planning
efforts. Greater focus on strategy may be necessary to help these firms compete with their
more innovative competitors and to exploit other strengths that they may have.

In summary, resources do matter to family firms. Family relationships can be
managed to yield a competitive advantage as can firm-specific assets such as innovative
capacity. Further, family firms must take into account their environment and carefully
manage their strategic planning process to gain the full benefit of their resources.
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